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THE EFFECT OF THE NEW CURRENCY LAW ON 
BANKING IN THE WEST. 

After tabulating some years ago the banking statistics of a 
group of Western States of sparse population, containing 
numerous towns and communities where banking facilities are 
periodically or constantly inadequate, the writer came to the 
conclusion that the reduction of the minimum capital of a 
national bank, a measure long before proposed, would not 
correct the defect.* It appeared from that tabulation that 
national banks, although exciting jealousy because of supposed 
undue profits, were generally preferred by communities large 
enough to support them. It also appeared that a wider field 
than even small national banks could hope to fill, unless their 
minimum capital should be much less than $25,000, was 
already occupied by private and State banks. 

It was found that in the Dakotas, Nebraska, Kansas, and 
Missouri there were 1,247 State banks, the capital of two-thirds 
of which was in no case more than $25,000, and in most cases 
much less. Indeed, 451 had $10,000 or less capital, 182 had 
between $10,000 and $15,000, and only 152 had between 
$15,000 and $20,000. The typical bank of the region had 
perhaps $10,000 capital. The capital was small because the 
country was new, the population sparse, accumulated wealth 
small, and deposits small correspondingly. It was inferred 
that national banks with so much as $25,000 capital could not 
be supported in any important number of towns where these 
conditions obviously and naturally imposed a lower limit on 
profitable capitalization. 

Since the publication of that tabulation and the conclusions 
derived from it, the Act of March 14, 1900, has reduced the 
minimum capital of a national bank to $25,000 in an effort to 
furnish better banking facilities to the communities which 
were the subject of that investigation. The purpose of the 
present inquiry is to ascertain whether the effort has been 

•"The Distribution of Small Banks in the West," in this Journal for October, 
1897. 
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successful or whether the conditions shown in that tabulation 
have rendered the effort futile and confirmed the conclusions 
then reached. That it has been successful is the opinion of 
the Secretary of the Treasury.* In his last report it is stated 
that the reduction of minimum capital to $25,000 "has enabled 
many of the remoter sections and smaller communities to 
secure necessary banking facilities." This statement is based 
upon the organization from March 14 to October 31, 1900, of 
249 banks with less than $50,000 capital each, and particularly 
upon organizations of such banks in the Middle West and 
South, territory partly included in the tabulation mentioned. 
Has not the Secretary, however, in reaching his conclusion, 
overlooked the fact that most of the new national banks in the 
region mentioned are but reorganizations or conversions of 
banks in operation before ? Allowing for the cases where 
national banks have merely replaced other banks, an attempt 
is made in Table I., at the end of this paper, to ascertain the 
real increase of banks and banking capital in the same typical 
group of States studied before. 

This table shows the actual gain under the new law to be 
scarcely noteworthy. The gains range only from $35,000 in 
South Dakota up to $150,000 in Kansas, from four per cent. 
of capital already existing, in South Dakota, down to fifteen- 
hundredths of one per cent., in Missouri. For the group the 
increase of capital is $473,000, — a growth that is insignificant 
in States where the banking capital already aggregated 
$75,000,000. It is not likely that the increase in bank capital 
due to the new law is even so much as these figures show. 
Besides its capital, almost every converting bank had avail- 
able, towards making up the capital of the national bank that 
replaced it, considerable undivided profits and surplus. It 
cannot be said how great a deduction on this account should 
be made from the apparent increase in banking capital, but it 
should be more than ten per cent, of that increase. 

More to the point is the gain in the number of banks. 
Here, too, the advocates of small national banks must be dis- 
appointed by the analyzed facts. The new law has not given 
North Dakota an additional bank. South Dakota and Mis- 

* Report of the Secretary of the Treasury for 1900, pp. xxi-xxiii. 
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souri have each one additional bank, and Nebraska and Kansas 
have each two. By the Act of March 14 these five States 
have together gained six banks. Except that it occurred under 
a new law, this slight increase in banking facilities would ex- 
cite no comment. Six more banks count for little in a region 
that has 1,900 already. 

The law has been tested fairly. It has been in operation 
less than a year, but it had been advocated and expected long 
before it passed. The country was ready for it. To reckon 
as part of their required reserve funds on deposit elsewhere, 
national banks must of course deposit those funds with 
national banks in reserve cities. Upon the passage of the new 
law these reserve-city banks immediately solicited the accounts 
of banks that might nationalize, and sent them explanatory 
pamphlets, detailed calculations of the profit on circulation, 
and even digests of banking law. Bond-dealers tendered 
their services for buying and depositing the bonds required by 
law. The procedure followed in the organization of a national 
bank was thus made perfectly clear and exceptionally easy. 
On the other hand, difficulties in converting State banks have 
arisen from occasional differences between the assets of State 
and national banks. Before converting a bank into a national 
bank, it has been frequently necessary to dispose of land, 
mortgages, excessive loans, and shares in corporations. The 
facility of organization has more than balanced the difficulty 
of conversion, however ; and, so far as now appears, organiza- 
tions were more rapid for some months after March 14 than 
they have been lately. 

In writing of banking facilities afforded by the new law, 
Mr. Gage had specially in mind the cases of Iowa, Texas, In- 
dian Territory, and Oklahoma. It is to be regretted that ex- 
cept for Oklahoma full data are not at hand. 

The writer has not been able to depend on the Comptroller's 
bulletin of November 12 in determining which of the new 
national banks throughout the country replace banks existing 
before. The bulletin purports, indeed, to furnish this informa- 
tion ; but many banks that had assets in which national banks 
could not invest have simply gone into liquidation, their 
stockholders organizing national banks that go on with the old 
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businesses. Often, therefore, it has not come to the Comp- 
troller's knowledge that the new concerns are really the old 
banks. 

As to the Missouri River group above discussed, and for 
Oklahoma, the writer has had direct information from the 
State banking departments. Such information is not available 
for Texas, where the constitution has long forbidden the in- 
corporation of banks, and where there is no banking depart- 
ment ; nor for the Indian Territory, which has no general in- 
corporation law ; nor for Iowa, whose latest report is in press, 
and whose officers have not been able to supply the needed 
facts. As to Texas, it may be said that of the 34 new national 
banks, 2 have $50,000 capital or more and could have been 
organized without the new law, while 26 are in towns that 
had banks already. Many private banks have undoubtedly 
availed themselves of the opportunity to incorporate, and 
the State had 417 banks before* Parts of the Indian Terri- 
tory will be opened in the spring for settlement ; and banks are 
doubtless being organized in anticipation, although, of 16 new 
national banks, only 6 are where there were no banks before. 
There were 41 banks in the Territory a year ago.f 

In Iowa the minimum capital of a State bank also is 
$25,000 ; and, if new banks are needed, they can as well be 
national. Of 32 new national banks there, 28 are where there 

*The number of banks in Texas, Indian Territory, Iowa and Oklahoma before 
the Act of March 14 is taken from Rand, McNally & Company's Bankers' Directory 
of January, 1900. 

t The situation in the Indian Territory is thus explained in a private letter by 
Mr. J. F. Craig, a lawyer of South McAlester, IT.: — 

" The Indian Territory towns are all growing rapidly. New banks are being 
started every day to meet the growth. Wherever it is possible to raise sufficient 
capital, these are national hanks. There is one element here making a national 
bank preferable to a private bank, which always controls when the parties have 
sufficient capital ; and that is the usury law. Usury forfeits principal and interest. 
To escape this, resort is hart to the national banking law, under which the maxi- 
mum penalty is twice the interest received. The legal rate is 10 per cent., but few 
loans are made at a lower rate than 12 per cent, and from that up. You can see, 
therefore, the decided advantage a national bank has over a private bank. When 
these things are taken into consideration, it seems to me that no conclusion can 
be drawn as to the effects of the law in the Indian Territory. 

"There are many private individuals, who were in the banking business al- 
ready, who have organized national banks with 825,000 capital. There are other 
places where national banks have been started that had no banking facilities 
before. There are more places, however, where entirely independent banks have 
started simply to meet the growth of the towns and business; and they would 
have been organized under the old law." 
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were banks before. Compared with the 1,161 banks already 
there, the number of banks added by the new law is not large. 
The facts as to Oklahoma are also shown by themselves in 
Table I. There appears a gain of $288,000 in banking capital, 
and an addition of 6 banks to 87 already there. Much of this 
increase is to be attributed to Oklahoma's present rapid growth. 
Economic conditions, much the same as those observed in the 
Indian Territory, would have caused the establishment of 
more banks under any law. Indeed, Table II. shows that 
there were organized, during the period under discussion, 21 
new Territorial banks. 

Iowa, Oklahoma, Indian Territory, and Texas have received 
greater benefits from the reduction of minimum capital than 
have the five neighboring States first discussed. It is clear, 
nevertheless, that the new law is even there far from being a 
solution of the problem of banking facilities, and that else- 
where in the same region the law has slight effect. Besides 
the example of the Missouri River group, one may cite 
Arkansas, where no national bank was organized last year, and 
Louisiana, where only one was organized.* 

The effect of the new law, then, has been slight, although 
such tendency as the reduction of minimum capital may have 
created has been strengthened by the permission to issue cir- 
culating notes up to the par value of bonds deposited. This 
provision, however, has not often decided the conversion of an 
old bank or the establishment of a new one. In the country 
at large the new banks have deposited only one-third of the 
bonds they might have deposited; and it is not probable that 
bond investments have been more attractive in the South and 
West, where interest on commercial paper is high, than in the 
United States as a whole. Certainly, there is in the West no 
apparent increase of the proportion of bank-notes to other 
circulating bills. The provision that notes may equal the par 
value of the bonds securing them, and that banks need not 
wail six months after withdrawing circulation to issue it again, 
arc wise and beneficial. As the Secretary of the Treasury re- 
marks, however, these changes do not settle the question of 
bank-note circulation. 

* Report of the Comptroller of the Currency for 1900, p. 27. 
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The need of increased banking facilities to keep up with the 
growth of the West is being met, not with national banks of 
smaller capitals, but with little State and private banks. This 
fact is shown by Tables II., III., and IV., which, like the pre- 
ceding table, cover the period from March 14 to October 31, 
1900. In every State of the Missouri River group, except 
South Dakota, the increase of bank capital due to State banks 
only is greater than the increase due to national banks. 
Against 6 additional banks there, due to the new currency law, 
there are 85 new State banks and 10 not unimportant private 
banks. The new State banks in Oklahoma have been noted 
above. 

Little banks are being organized outside the national system 
because the communities they serve are too small to support 
the smallest possible national banks. Yet observe how few 
State banks have been organized with capitals approaching 
$25,000. The national system, all things equal, is still pre- 
ferred. New banks will tend to be national banks where the 
minimum capital is not beyond the amount that can be em- 
ployed. Missouri remains an exception and an instance of 
financial tradition. Many even of the large St. Louis banks 
retain State charters.* 

The need in the West of banking facilities that national 
banks cannot supply had been demonstrated, as stated above, 
by tables showing the existence of numerous little banks in 
many small villages. The persistence of this need has now 
been corroborated by showing that the organization of little 
banks still goes on. State banks will continue to serve com- 
munities that national banks cannot reach. 

Doubtless it is too early for a general estimate of the new 
provisions for banking. Western bankers praise them, saying 
that the lower minimum capital and the more liberal circula- 
tion privilege are advantages. These features have done some 

•The writer explained this point in this Journal for October, 1897. "State 
banks were organized all oyer Missouri while the total of national bank currency 
was limited by statute, and while it was, therefore, impossible to supply the grow- 
ing need for increased facilities by organizing national banks. Except in Kansas 
City and St. Joseph, which grew rapidly in the eighties and became national 
banking towns, the State banking tradition has generally persisted. Missouri is, 
therefore, an exception to the preference for national banks discoyered in the 
other States." 
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good in the West. There are a few banks which without the 
recent changes might not have been established so soon. On 
the average, the converted banks here and there have a little 
more capital, a little more prestige and credit, are a little 
better supervised, and a little safer than before. Now and 
then there will be a little further progress of this kind. 

One may question whether this slight progress is worth 
while, whether the infinitesimal benefit to the West and 
South is worth the impairment of the national banking system. 
Impairment it certainly is. The $50,000 banks have not proved 
so strong as the larger banks, and the $25,000 banks cannot be 
so strong as the $50,000 banks have been. At the first period 
of depression the national banks will sustain a fall of credit, 
and the system will not be so available as it might have been 
as the basis of a rational system of finance. 

The problem of banks for our new or undeveloped States is 
not solved. It will not be solved except by the establishment 
of branch banking.* Against this there is the almost unan- 
imous hostility of bankers now there. It is urged that branch 
banking is monarchical, and that it develops a colossal money 
power fatal to liberty. It is feared that the competition 
of branches of Wall Street banks would drive the present 
country bankers out of the business. Officers of country banks 
would make excellent managers of branches, but they do not 
expect to be given the places; and they fear that, if they 
should be unexpectedly appointed managers, they would be 
without hope of advancement and without personal indepen- 
dence. It is the anticipated loss of independence that gives 
them most concern. 

While bankers are overcoming their fears by studying 
branch banking as it really is, we may turn to the solution 
given by the late Professor Dunbar, f His suggestion that 
each bank be limited to one State overcomes much of the 
jealousy of Eastern monopoly, and goes far to make his plan 
immediately practicable. That plan comprises also the raising 
of the minimum capital line to $200,000 ; greater publicity of 
accounts and severer inspection ; and the issue, on the basis of 

* In the North, American Review for October, 1898, the writer attempted a 
forecast of the operation of branch banking in the West and South. 
I " The National Banking System," in this Journal for October, 1897. 
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general assets and stockholders' liability, of notes which must 
be presented for redemption by the first national bank receiv- 
ing them. 

If this wise plan were adopted, the banking needs of the 
West and South would be supplied by strong banks, which 
would distribute the resources of each great State to the com- 
munities in it that can use those resources best. 



Thoenton Cooke. 



Bank of Hekington, Hekington, Kan. 



TABLE I. 

The increase of banks and banking capital due to the Act of March 14, 
1900. Capital is given in thousands of dollars. 
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TABLE III. 

Organization of State banks in Oklahoma March 14, 1900, to October 31, 
1900. Capital is given in thousands of dollars. Private banks not allowed. 

Capital. Number. Capital. 

Not over $5,000 17 85 

" " 10,000 4 40 

" " 15,000 

" " 25,000 

" " 50,000 

Over $50,000 

Totals 21 125 



TABLE IV. 
Summary of Tables II. and III. 
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